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GHAPTSH I  
INTRODUCTION
In  recen t years the  productive capacity  o f the  various sec to rs  of 
our n a tio n a l economy has increased rapidly* To f a c i l i t a t e  the  d is tr ib u ­
tio n  o f the  growing number o f goods and se rv ices , the  use o f consumer 
c re d it  has been g rea tly  expanded and the  pressure to  buy i s  everpresent. 
For many the re s u l t  has been ind iscrim inate  behavior in  the  maz&etplaoe 
causing a  v a rie ty  o f d e b t-re la te d  problems. A sharp increase in  per­
sonal inso lvencies has aco<mpanied th e  unequalled p ro sperity  o f th e  Six­
t i e s .
What mechanism does our so c ie ty  provide fo r  the  r e l i e f  o f the  
deb t-ridden  ind iv idual who must bear a heavy burden a s  a r e s u l t  o f h is  
over-indebtedness? H is to r ic a lly , th is  problaa has been most frequen tly  
d e a lt  w ith th rou#i bankruptcy, a  leg a l mechanism whereby an individual  
may be discharged from a l l  o r  most o f h is  debt oblig a t io n s . Concern has 
grown over the  enormous cost o f  these bankruptcies, not only fo r  the 
n a tio n 's  c re d it  g ran to rs, but fo r  the  n a tio n 's  c re d it  users and taxpayers 
a s  w e ll. The problems involved a re  exceedingly complex and a  simple so l­
u tio n  i s  tuilikely*
Bankruptcy i s  only a  r e la t iv e ly  sm all p a rt o f  the  t o ta l  problem of 
c re d it  aM  personal f in a n c ia l d i j^ io u l t ie s .  But i t  i s  perhaps th e  most 
d is tu rb in g  and a lso  -Uie most v is ib le  aspect o f the  problem. As such, i t  
has been the  sub ject o f a  considerable amount o f research . This research 
has been in te rd is c ip lin a ry  w ith major con tribu tions being o ffered  by
Reproduced with permission o f the copyright owner. Further reproduction prohibited w ithout permission.
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economists and soclo-psychologlsts, as  well a s  lawyers and businessmen.
The research» however, has not been extensive due to  the  r e la t iv e ly  con­
temporary nature o f th e  problem, a t  le a s t  a t  i t s  present magnitude*
Some s tu d ies  have been made in  a  number of geographical regions includ­
ing S a lt lake C ity , Utah; S e a ttle , Washington; Sacramento, C alifo rn ia ; 
and F l in t ,  Michigan. Host o f th is  research has been concerned with 
answering seme basic  questions regarding the  c h a ra c te r is t ic s  o f personal 
bankrupts. Who a re  they? Why have they re tre a te d  in to  bankruptcy as a  
so lu tio n  to  th e i r  debt problems? These s tu d ies  have produced some im­
portan t in s ig h ts  in to  the  problem o f personal bankruptcy, and a number 
o f a lte rn a tiv e s  and possib le  so lu tio n s have been s e t  fo r th .
Throu^out much o f th is  research  questions have been ra ised  a s  to  
the  adequacy o f the  bankruptcy mechanism a s  a  means fo r  dealing  with the  
problems assoc ia ted  with personal over-indebtedness in  our rap id ly  ex­
panding, c re d it-o rien te d  economy. One o f the  recommendations to  come 
out o f many o f these s tu d ies  has been the  increased use o f consumer c re d it  
counseling as an a lte rn a tiv e  means o f lessening o r  a lle v ia tin g  the  bur­
den f a l l in g  upon a debt-ridden in d iv id u a l. However, l i t t l e  i f  any o f the  
research  undertaken to  date  has d e a lt sp e c if ic a lly  with a  s in g le , oper­
a tin g  c re d it  counseling serv ice  in  an attem pt to  evalw ite i t s  impact on 
the  community i t  serves. This i s  the  top ic  to  be considered in  the  
study a t  hand. The basic  premise involved i s  th a t  th e  bankruptcy system 
as i t  operates today does indeed f h l l  f a r  sh o rt of dealing e ffe c tiv e ly  
with the  problem o f personal over-indebtedness, and th a t consumer c re d it 
counseling i s  In many cases a  more desirab le  a lte rn a tiv e  which can o ffe r  
g re a te r  and more la s tin g  b e n e fits  to  the  p a r t ie s  involved and to  soc ie ty  
a s  a whole.
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The scope of th is  stuc^ «as confined to  an analysis  o f th e  econo­
mic Impact o f a  o<mmnnlty c re d it  counseling serv ice  a s  d iatingoished  
from any so c ia l  o r o ther non-economic impact th a t  such a  serv ice  might 
have on the  ommunity in  which i t  opera tes. The Consmer C redit Coun­
se lin g  Service o f Missoula* Montana was the  counseling serv ice  whose 
operations were sp e c if ic a lly  evaluated.
The ob jec tives of the  study were 1) to  describe the need fo r  con­
sumer c re d i t  counseling as an a v a ilab le  a lte rn a tiv e  to  peraonal bank­
ruptcy! 2 ) to  analyze th e  development and operation of th e  Missoula 
c re d it  counseling service* with primary emphasis on the econm lc impact 
o f th is  se rv ice  on -üie Missoula community since i t s  c rea tion  in  1966 in  
terms o f both the  funds i t  has generated fo r  c re d ito rs  in  th e  community 
and i t s  ro le  in  reducing losses to  c re d ito rs  due to  personal bankrupt­
cies# 3) to  analyze the  p o te n tia l economic impact th a t  may e x is t  fo r  the  
counseling serv ice  a s  compared to  i t s  a c tu a l impact since 1966f an i 4) to  
form ulate conclusions and recommendations based on the r e s u l ts  o f th is  
case study.
This study was undertaken recognizing th e  fa c t th a t th e re  a re  a  
number of tim e-re la ted  co n stra in ts  imposed upon the  p ro jec t th a t  neces­
s a r i ly  l im it  i t s  scope. An exhaustive examination o f a l l  av a ilab le  
sources o f  information* both primary and secondary, was not p oss ib le .
But i t  i s  believed th a t the  study was s u f f ic ie n tly  ambitious to  enable 
the  ob jec tives s e t  fo rth  above to  be f u l f i l l e d .
Reproduced with permission o f the copyright owner. Further reproduction prohibited w ithout permission.
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mmmuPTOY and the need fob consumer
CREDIT COUNSELING
A Mnkruptoy mechanism has t e w  opexating In  th is  country since 
the  Bankruptcy Act o f 1898. This piece o f le g is la t io n  has evolved 
s(Miewhat since i t s  enactment, hut i t  remains b a s ic a lly  in ta c t .  At the  
time i t  was w ritten  the  Bankruptcy Act was intended to  d ea l p rü m rlly  
with business A l lu r e s ,  although i t  applied  to  ind iv iduals a s  w ell. I t  
provides fo r  a  process whereby a  deb tor may p e ti t io n  fo r  th e  discharge 
o f h is  deb ts . His a s se ts  a re  co llec ted  by the  court and so ld  fo r  cash 
(with th e  exception o f c e rta in  a s se ts  which a re  exempted by th e  s ta te  
in  which he re s id e s ) . Funds generated in  th i s  manner a re  than d i s t r i ­
buted among h is  c re d ito rs  on a ra ta b le  b a sis  aM  th e  debtor i s  d is ­
charged from whatever debts a re  not s a t is f ie d .^  Bankruptcy must thus 
be d istingu ished  frcmi insolvency. Insolvency re fe rs  to  th e  f in a n c ia l 
condition which e x is ts  when a d e b to r 's  a s se ts  a re  not capable o f s a t i s ­
fying a l l  o f h is  debt o b liga tions . Bankruptcy on the  other hand, i s  a  
leg a l designation . A debtor i s  adjudged a  bankrupt by a fed e ra l co u rt.
When th e  Bankruptcy Act was enacted in  1898 personal bankruptcies 
were r e la t iv e ly  uncmmon, e sp ec ia lly  when compared to  the  number o f 
business f i l i n g .  In  recen t years th e  trend has been q u ite  d if f e re n t .  
Not on]^ has the  number o f personal bankruptcies increased sharply ,
^Duane G. H arris , "P rosperity  and Personal Bankruptcy," Federal 
Reserve Bank of R iiladelnh ia t Business Review. (August, 1971), p. 3.
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but th e  over-whelming m ajority  o f to ta l  tankruptoy oases a re  now c la ss­
i f ie d  a s  being non-business o r personal. A lso, th w e  has been stme 
increase  in  personal bankruptcies as a percentage o f  the  t o t a l .  This i s  
confirmed by the fig u res s e t  fo r th  in  Table 1 below. Fkm i 960 to  196?
TABIS 1
mSOSkL BANKBUPTCY GASES AS A PBRGENTAGE OF THE 
TOmL NUMBEB OF BAÜXHJPTGY CASES FILED 
IN THE UNITED SmTBS JULY 1 , i 960 
TO JUNE 30, 1969
F isca l Year
T otal 
Cases F iled
Non-Business
F ilin g s
Non-Business F ilin g s  a s  
a  ^  o f the  Total
i 960 110,134 97,750 89
1961 146,643 131,402 90
1962 147,780 132,125 90
1963 155.493 139,190 90
1964 171,719 155,209 90
1965 180,323 163,413 91
1966 192,354 175,924 92
1967 208,329 191,729 92
1968 197,811 181,266 92
1969 184,930 169,600 92
Source I A dm inistrative O ffice of th e  United S ta te s  Courts, Ihb les 
o f Bankruptcy S t a t i s t i c s .
the  number o f personal bankruptcy cases f i le d  annually  nearly  doubled. 
During these  same years personal bankruptcies grew from 89^ to  92g( o f the  
t o t a l .  Since I 967 th e re  has been a  slow, but steady decrease in  the  num­
ber o f personal bankruptcies f i le d  each year and personal bankruptcies 
a s  a  percentage o f the  t o t a l  appear to  have lev e lle d  o f f . However, the 
average number o f personal bankruptcy cases f i le d  each year during the  
l a s t  h a lf  o f the  decade was 176,386, w ell above th e  131*135 average fo r  
th e  f i r s t  h a lf  o f th e  decade.
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What does th is  increasing  number of personal bankruptcies mean?
I t  could mean one o f two th in g s . E ith e r more people a re  becoming in so l­
ven t, o r more o f those who become inso lven t a re  choosing bankruptcy as a  
so lu tio n  to  t h e i r  problems. Likely i t  i s  a  combination of both. But 
reg a rd less , -Uie increasing  number o f personal bankruptcies would suggest 
th a t  an a lready  la rg e  group o f overextended deb to rs i s  growing s te a d ily . 
Most o f these ind iv idua ls  appear to  lack  the  knowledge and (o r) s e l f -
d isc ip lin e  to  manage th e i r  f in a n c ia l a f f a i r s  w isely , and a s  a  r e s u l t
2
have created  serious problems fo r  themselves and th e i r  c re d ito rs . But 
th e  causes o f personal bankruptcy a re  many and d iv erse . An examination 
o f these oatmal fa c to rs  i s  beyond the  scope o f  th i s  paper and w ill  be 
pursued no fu r th e r .
The cost o f personal bankruptcy i s  d is tu rb in g . An estim ated one 
b i l l io n  d o lla rs  per year i s  "washed down the d ra in "  a s  a  r e s u l t  of non­
business bankruptcies.^  This r e f le c ts  th e  f a c t  th a t  most c red ito rs  
re a liz e  l i t t l e  i f  aiqrthing from personal bankruptcy proceedings. But 
the  costs o f bankruptcy a re  not borne so le ly  by th e  n a tio n 's  c re d it 
g ran to rs . The bankrupt h im self must deal with whatever co st might be 
a ttached  to  the  s tigna  o f having been adjudged a  bankrupt. A lso, th e re  
a re  costs f a i l in g  upon both the consumer and 'Uie taxpa^^r. Mudi o f the  
cost o f lo sses due to  bad debts i s  passed along by business in  th e  form 
of higher p rices  and in te r e s t  charges. In  ad d itio n , taxes pay fo r  a  
po rtion  o f what the  bankruptcy process a c tu a lly  costs to  operate .
^ Ib id ., p . 6 .
“̂ George S u lliv an , The Bo<m in  Going Bust (New York: The Macmillan 
Company, 1968) p . 172.
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%fhy do we even have a  bankruptcy system, esp ec ia lly  in  view o f th e  
tremenious co sts  associated  wi#i i t ?  Richard Hatsc^ o ffe rs the  following 
explanation in  a  c r it iq u e  on laankruptcy.
I t  i s  designed to  be a  kind o f sa fe ty  valve fo r the  pressures 
generated by the  c o n flic ts  which develop where the  eimhange of 
goods and serv ices takes place th r o u ^  m ultip le  extensions o f c re d it  
from a  number o f  unconnected sources.
Here he i s  re fe r r in g  to  two d if fe re n t types o f pressure i th e  pressure 
on a  debtor caused by th e  c o llec tio n  e f fo r ts  o f h is  c red ito rs  and the  
p ressure created  among those who have extended c re d it  to  a  common debtor 
who i s  not capable o f sa tis fy in g  h is  debt o b lig a tio n s . In  attem pting to  
minimize these  p ressu res, the  bankruptcy mechanism must have a two-fold 
purpose. I t  must o ffe r  r e l i e f  to  the  deb tor while a t  the same time pro­
viding fo r  (creditor s a tis fa c tio n . As i t  now operates bankruptcy normally 
re lie v e s  th e  debtor o f h is  ob liga tions by d isdm rg lng  h is  deb ts , but 
may provide l i t t l e  i f  anything in  the  way o f (^ e d ito r  s a t is fa c tio n . In 
bankruptcy, the  liq u id a tio n  of the p e t i t io n e r 's  a s se ts  i s  o ften  the  so le  
source of s a t is fa c tio n  fo r  h is  c re d ito rs , ü e y  may well f in d , however, 
th a t  the  only a s s e t  the  p e ti t io n e r  possesses i s  h is  earning capacity , 
which i s  frequen tly  made inaccessib le  to  them. In  such cases bankruptcy 
i s  inadequate in  f u l f i l l in g  the  two-fold purpose ju s t  s e t  fo r th  and i s  
l ik e ly  to  be in e ffe c tiv e  in  dealing  f a i r ly  with both debtor and c re d ito r .^  
Chapter XIII o f  the  Bankruptcy Act does give a  debtor -üie option 
o f repaying h is  c re d ito rs  through a inpayment plan adm inistered by the  
cou rt. But fo r  a number o f reasons i t s  use has been n e ith er consisten t 
nor widespread, the  court i t s e l f  has no power to  requ ire  or even
u
Richard P. Matsch, "Bankruptcy» A Study in  Functional Obsoles­
cence," C redit and F inancial Management. A p ril, 1970» p. 16,
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encourage I t s  u se . ühe a t t i tu d e s  o f the  le g a l cramunity and the  cred i­
to rs  involved regarding Chapter XIII do have some e ffe c t on the  ex ten t to  
which i t  i s  used. But the  choice o f whether to  attem pt to  repay one's 
debts through Chapter XIII o r whether to  s e ^  a  discharge Axm thwi 
th ro u #  s tra ig h t  bankruptcy s t i l l  r e s t s  la rg e ly  with the  deb to r. Also, 
questions a re  frequen tly  ra ise d  as to  whether i t  i s  jooperly  th e  func­
tio n  o f the  ju d ic ia ry  to  plan and adm inister th e  repayment o f an ind i­
v id u a l 's  deb ts . F in a lly , because an ind iv idua l i s  associated  w ith the  
Bankruptcy Act in  pursuing th e  repayment o f h is  debts tb ro u ^  Chapter 
X III, he may s t i l l  f in d  th a t  he must deal with the  s tlg aa  o f  bankruptcy, 
a lthou#) he i s  tech n ica lly  not a  bankrupt.
For the  deb tor the  bankruptcy process i s  n e ith e r p reventative  
nor re h a b ili ta t iv e  with regard to  h is  debt problems. Bankruptcy i t s e l f  
o ffe rs  l i t t l e  opportunity  fo r  the  debtor to  obtain  p rofessional coun­
se lin g . When an ind iv idual fin d s h im self in  f in a n c ia l troub le  he i s  
u sua lly  h e s ita n t to  seek out h is  c re d ito rs  fo r  help and tu rn s  instead  
to  a  fr ie n d , r e la t iv e ,  o r some oü ier p a rty  irtjo may well have l i t t l e  
tra in in g  in  personal money management. Bankruptcy does not f i l l  th is  
^ p .  A p e ti t io n e r  in  bankruptcy may be counseled b r ie f ly  by a  lawyer in  
f i l l i n g  out the  p e ti t io n  and o ther paperwork, but a t  th is  po in t i t  i s  
o ften  too la te .  I t  i s  estim ated th a t  fo r  every fam ily experiencing bank­
ruptcy, 20 o r more a re  experiencing f in a n c ia l problems and could b en efit 
g re a tly  tton  p ro fessional counseling.^ And in  ad d ition , many o f the 
bankruptcies a c tu a lly  f i le d  have been found to  be unnecessary* In  o ther 
words, many of the ,deb to rs choosing to  f i l e  bankruptcy could have repaid
^Fsumily Services A ssociation o f  America, Family Orsdit CoimaeHny -  
An Ekerging Community S erv ies , Sumna-rv Beoort (New fo rk , 197o), p . 9.
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th e i r  c re d ito rs  had they so desired  and been so advised. This w il l  be 
discussed in  some d e ta i l  l a t e r .  Bankruptcy a lso  does l i t t l e  in  terms of 
re h a b ili ta t in g  the  debtor once a  dis(Aarge i s  granted* Again no pro­
v is io n  fo r  counseling has been made* I t  i s  u n lik e ly  th a t  an experience 
with bankruptcy w ill  Impart a  b e t te r  understanding o f moi%y management 
to  the  bankrupt. Even when a  Chapter XUI plan i s  undertaken, th e  
deb to r attem pting to  repay h is  debts in  -Uiis way may find  th a t  i t  i s  
l i t t l e  more than an exercise  in  nego tia tion  and th e  rou tine  d isburse­
ment o f funds. As a  r e s u l t  o f the  absence of r ^ b l H t a t i v e  e f f o r ts ,  
many bankrupts a re  rep e a te rs .
The bankruptcy process, thacefo re , desp ite  i t s  increased use and 
tremendous c o s t, does no t appear to  be an e ffe c tiv e  so lu tion  to  th e  pro­
blems assoc ia ted  w ith personal over-indebtedness, I t  does not supply 
sound f in a n c ia l counseling to  debtors aimed a t  reduoix% the  a c tu a l  num­
ber o f bankruptcies, i t  f a i l s  to  provide fo r  the  re h a b ili ta t io n  of 
those ind iv iduals who a re  adjudged bankrupts, and i t  most o ften  f a l l s  
f a r  sh o rt o f sa tis fy in g  the  debt claims o f th e  c re d ito rs  involved. I t  
i s  doubtful th a t  the  need fo r  bankruptcy w ill  ever to ta l ly  d isappear as 
a  means o f dealing  with acu te  fin£Uicial d i f f ic u l t i e s .  There w ill  always 
be those who fo r  one reason o r ano thw  become so hopelessly  indebted th a t  
th e  discharge o f th e i r  debts i s  the only p o s s ib il i ty  fo r  r e l i e f .  But fo r  
those idiose debt problems a re  le s s  severe , th e  need e x is ts  fo r  o th er a l t e r ­
na tives which can be o f g re a tw  b w e f i t  to  th e  deb to r, while a t  ihe  same 
tim e reducing th e  lo sses to  c re d ito rs  and o th er co sts  o f bankruptcy. Con­
sumer c re d it  counseling on a'community serv ice  b asis  i s  such an a lte rn a tiv e .
The consumer c re d it  counseling serv ice  i s  a  re la t iv e ly  new phen­
omenon. The need fo r  th is  se rv ice  has become increasing ly  apparent during
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th e  p a s t decade* In  response to  th is  need, oounseling se rv ices have been 
s ta r te d  in  cm m unlties across th e  country* C urrently , th e re  a re  more 
t ta n  50 in  operation Ihrou^iout the  United S ta te s  and Canada and many 
more a re  in  the  planning stage* ' The m ajority  o f  these  a re  located  in  
th e  la rg e r  m etropolitan areas* I t  i s  important here to  d is tin g u ish  
between a  consumer c re d it  counseling serv ice  and a  commercial debt 
a d ju s te r  o r "pro-rater"*  % e l a t t e r  u sually  charges the  deb tor a  high 
percentage o f the  outstanding debt fo r  h is  se rv ice s . The exact pro­
cedures vary f rm  one to  ano ther, but in  many oases the  debtor i s  v ic ­
timized* The q u a lity  o f the  counseling provided o ften  f a i l s  to  ju s t i f y  
i t s  h i ^  cost* The r e s u l t  has been th a t  c re d it  counseling fo r  a  fee  has 
been pwrfiibited in  many s ta te s*  % e serv ices o f a  consumer c re d it  
counseling se rv ice , on the  o ther hand, a re  normally made av a ila b le  a t  
no c o s t to  th e  debtor* Sometimes a  noainal fe e  i s  charged to  help  defray 
operating  experaes.
The ty p ic a l consumer c re d it  counseling serv ice  does not function  
a s  a  c h a rity  organization* Nor i s  i t  a  lending in s t i tu t io n  o r  a  co llec ­
tio n  agency* I t  i s  ra th e r  a  non -p ro fit cmmunlty se rv ice , o rd in a rily  
fiimnced th rou#i con tribu tions from the business community* A c re d it 
counseling serv ice  has two primary objectives* 1} to  a s s i s t  debt-riddm i
O
fam ilie s , and 2) to  prevent c re d it mismanagement through education*
For most counseling se rv ic e s , e f fo r ts  in  the  a rea  o f consumer M ucation 
have bad to  be postponed because of personnel shortages and lack of 
funds. Operations have focused ra th e r  on the  f i r s t  o f  these  objectives* 
help ing  fam ilies with serious e x is tin g  debt problems*
Q
Stephen P* Coha, "Consumer Counseling," Bankers Mon-üilv. (January 
15 . 1967) ,  p . 38.
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Â consumer c re d it  counseling serv ice  can provide a  numb^ o f sw * 
v ices to  the  ind iv idual plagued by f in a n c ia l tro u b les  ranging fnm  
advice on personal money management to  a c tu a lly  designing a  repayment 
plan to  enable the deb tor to  liq u id a te  h is  debts* I f  the debtor has 
some margin o f income above th a t  necessary to  m aintain an adequate 
standard o f  l iv in g , -Uie counselor can normally design a payment schedule 
ta i lo re d  to  h is  ind iv idua l needs and capacity* Ihe repayment plan w ill  
l ik e ly  requ ire  c re d ito r  approval so th a t  payments may be extended and 
carrying dm rges can be dropped. But c re d ito rs  a re  usually  cooperative, 
not only because o f  humanitarian aM  public re la tio irs  considerations, 
but because they would p re fe r  to  see a debtor placed on an ad justed  
payment plan than r i s k  losing  the  e n tire  account through bankruptcy*
The b en efits  o f consumer c re d it  counseling a re  both numerous and 
su b s ta n tia l. The debtor ben efits  in  severa l ways. He i s  ab le  to  over^ 
come h is  debt problems without re tre a tin g  in to  bankruptcy aM  s a t is f ie s  
the  o b l i# t io n s  to  h is  c re d ito rs  in  th e  process* Also, a s  long a s  h is  
repayment plan operates he i s  not sub ject to  l e ^ l  ac tion  involving 
h is  debts o r  th e  garnishment of h is  wages* He i s  in  e ffe c t she lte red  
from the c o llec tio n  a c t iv i t ie s  o f h is  cred ito rs*  In  ad d itio n , he stsuids 
to  b ^ e f i t  g rea tly  from the re h a b ili ta t iv e  counseling o f the  counseling 
se rv ice . He i s  l ik e ly  to  emerge from th e  repayment program with g rea te r  
confidence and s e lf - re l ia n c e  and with new and h e a lth ie r  ideas regarding 
fam ily money management. The c re d ito r , o f course, receives regu la r 
payments on an account tdiich m i# t  otherwise be w orthless. The d e b to r 's  
employer i s  spared th e  expense and bother o f #.m isbm ent procedures and 
may a lso  accrue b e n e fits  in  the form o f decreases in  absenteeism , re ­
duced accidM it r a te s ,  and increased p roductiv ity . F in a lly , th e  e n tire
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community b e n e fits  ftam a  serv ice  which helps people help th«aselves 
with th e i r  debt problems* The economic fa b ric  o f the  community i s  
strengthened by the  e f fo r ts  o f a  c re d it  counseling serv ice in  d iscour­
aging the  use o f bankruptcy, providing progrmns f o r  the repayment o f 
endangered accounts, and enabling a  p a rtic ip a n t in  i t s  programs to  
become a  more s ta b le  economic u n it w ithin  the  community. S im ila rly , a  
community's so c ia l fa b r ic  i s  strengthened by i t s  e f fo r ts  to  a s s i s t  a  
deb tor in  safeg iard lng  h is  job and in  m aintaining h is  fam ily 's  s ta b i l ­
i t y  and w ell-being.
In  summary, th e re  has been a  noteworthy increase  in  the  number of 
personal bankruptcies in  recen t years. ïhese  bankruptcies a re  extremely 
c o s tly . Yet the  bankruptcy metdianism f h l l s  short o f dealing e ffe c tiv e ly  
with the  problem of personal over-indebtedness. A discharge through 
bankruptcy may w ell be the  only a lte rn a tiv e  a v a ilab le  fo r the  deb tor 
whose f in a n c ia l  condition i s  completely hopeless. But fo r  those debtors 
whose f in a n c ia l problems a re  le s s  acute th e  repayment program o f a 
c re d it  counseling serv ice  can be of much g re a te r  and more la s tin g  bene­
f i t .  At the  same time lo sses to  c re d ito rs  and th e  o ther co sts  of bank­
ruptcy can be reduced.
Even in  considering only -Uie economic aspec ts  o f  consumer c re d it 
counseling, the  p o te n tia l  impact of a  counseling serv ice  on th e  community 
in  which i t  operates would appear g re a t. But i s  i t ?  The remainder of 
th i s  study I s  an attem pt to  answer th is  question  based on a  case study 
o f the  Consumer C redit Counseling Service o f M issoula.
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GHàlTER I II
AN ANALYSIS OF THE ECONOMIC IMPACT OP THE CONSUMER 
CREDIT COUNSELING SERVICE OF MISSOUIA ON THE 
MISSOUIA COMMUNITY 1966-1970
In  1966) a  group o f Missoula business leaders concerned with 
personal debt problems and alarmed by ü ie  number of bankruptcies in  
the  M issoula a rea  estab lished  the  Consumer Credit Counseling Service 
o f M issoula. A board o f d ire c to rs  and advisory board were se lec ted  from 
in te re s te d  and capable people in  the ccmmunlty. The counseling serv ice  
was incorporated a s  a  p riv a te  non -p ro fit corporation in  196?. I n i t i a l  
financing  was obtained through a  loan from the Missoula Chamber o f 
Commerce. The operations o f th e  counseling serv ice  have since been
financed through con tribu tions in  the  form of mmberships purchased by
g
area  p ro fessionals  and businessmen.
As s e t  fo r th  in  i t s  brochure, the  procedures u t i l iz e d  by the  
Missoula c re d it  counseling serv ice  in  implementing i t s  progrsms a re  
r e la t iv e ly  stra igh t-fo rw ard . A c lie n t  f i r s t  completes a form showing 
h is  cu rren t f in a n c ia l condition . On the  b asis  o f what th is  statem ent 
reveals  about h is  f in an c ia l s ta tu s , th e  counselor may advise him in  a 
number o f ways. The c l ie n t  may requ ire  only b r ie f  counseling on a  par­
t ic u la r  budget problem o r a decision  Involving c re d i t .  On the  o ther
^Barl Slack (counselor), interview  held a t  the  o ff ic e  o f th e  Con­
sumer C redit Counseling Service o f M issoula, M issoula, Montana, October, 
1971.
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handt the  ind iv idua l may be so hopelessly  In debt th a t  the  counselor 
must re g re tfu lly  inform him th a t  the  serv ice  can be of no d ire c t  b en efit 
to  him o ther than possibly recommending bankruptcy a s  h is  only a l t e r ­
n a tiv e , For those , however, who have debt p rob lm s but whose f in an c ia l 
condition i s  not so severe, the counselor may recommend th a t  the  in d iv i­
dual undertake a  repayment program w ith the  help  and guidance o f the 
counseling searvice. In th is  case the  counselor w ill  prepare a  payment 
schedule, tak ing  in to  account the  c l i e n t 's  income, necessary expenses, 
and debt s tru c tu re . The c lie n t  then seeks out h is  c re d ito rs  fo r  th e i r  
approval* A fter a l l  o f h is  c re d ito rs  agree to  the  program a  t r u s t  
checking account i s  se t-up  fo r  the  c l ie n t  and arrangwaents a re  made fo r  
the  handling o f the  monthly payments. The c lie n t  o rd in a rily  v i s i t s  the  
o ff ic e  each month. He personally  makes out the  checks due each of h is  
c re d ito rs . % e counselor counter-signs the  checks and they  a re  mailed 
out to  the  c l i e n t 's  c re d ito rs . During the  counseling period the  c lie n t  
lea rn s to  handle h is  own a f f a i i» ,  liv e  w ithin a  budget, and a t  the  same 
time i s  ab le  to  make steady monthly con tribu tions toward th e  liq u id a tio n  
o f h is  deb t.
An am l^nsis o f -the eoonmlc impact o f these progcEuns on the  Missoula 
community since 196)5 can be approached in  two ways. The f i r s t  i s  to  
examine the  disbursement of funds by c l ie n ts  o f th e  counseling serv ice  
to  th e i r  c re d ito rs . The second i s  to  evaluate the  Influence o f th is  
se rv ice  on the  frequency with which bankruptcy i s  f i le d  in  Missoula 
County and on th e  amount of debt these  bankruptcies rep resen t. These 
a re  e s se n tia lly  two ways of looking a t  -Uie same question , but an exam­
in a tio n  o f both should enhance the  v a lid i ty  o f whatever Judgm ents a re  
made on the b a s is  o f th is  a n a ly s is .
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An attem pt to  analyze the dlsbctntement o f  funds ly  e lle n ts  o f the 
c re d it counseling serv ice  i s  hindered somewhat hy th e  u n a v a ila b ility  o f 
some inform ation and a general lack of uniform ity in  the  inform ation 
which i s  a v a ila b le . The record-keeping procedures o f the  serv ice  have 
changed a s  the  inform ational needs o f those overseeing i t s  operation 
have evolved. A lso, th e re  has been a recen t change in  counselors. The 
p resen t counselor has updated and rev ised  some of th e  ex is tin g  proce­
dures, As a r e s u l t ,  many o f th e  records lack uniform ity . But d esp ite  
these  hindrances enough can be gleaned A on th e  records o f the  coun­
se lin g  serv ice  to  show the  magnitude o f the  re tu rn s  i t  has generated 
fo r  creditoM! in  th e  Missoula a re a .
Over a h a lf-m illio n  d o lla rs  has been paid to  c re d ito rs  by c l ie n ts  
o f the  counseling serv ice  since i t s  operations began la te  in  1966,
During the  f i r s t  18 months o f operation , an average o f  $4,?44 was repaid  
each month. By 1970, th i s  monthly average had increased to  nearly  
$12,000 with $143,229 being paid  to  c re d ito rs  during the  year. But 
these  fig u res  rep resen t only th e  amount repaid  by c lie n ts  a c tu a lly  
p a rtic ip a tin g  in  a  repayment program supervised by the  counseling se rv ice , 
Sack year many progrems a re  term inated. The d o lla r  value o f  these pro­
grams i s  su b s ta n tia l , P^r example, in  1970 th e  outstanding debt asso­
c ia ted  with term inations to ta l le d  $94,075» Some o f  these term inated pro­
grams a re  fa i lu re s  in  the  sense th a t  the c l ie n t  has chosen fo r  one reason 
o r another to  d iscontinue h is  payments. In  o ther cases th e  c l ie n t  has 
merely assumed th e  resp o m iib illty  o f the  payments h im self. He continues 
to  make regu la r payments to  h is  c re d ito rs  but w ithout the  supervision of 
the  counseling se rv ice . In  ad d itio n , the  counseling serv ice  may w ell 
have stim ulated payments to  c re d ito rs  by ind iv idua ls lAo have cmme to
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th e  serv ice  fo r  advice and consu lta tion  but have never a c t ta l ly  been 
placed on a  repayment program. So th e  amounts s ta te d  on the  previous 
page may w ell be ra th e r  conservative a s  an estim ate  o f the  t o ta l  debt 
repaid  as a  r e s u l t  o f  the  serv ices provided by the  counseling se rv ice .
But whether o r not th e  question of conservatism i s  considered, i t  i s  q u ite  
apparent th a t  from the  standpoint o f money paid  to  c re d ito rs  which might 
otherwise be l o s t ,  th e  c re d it  counseling se rv ice  has had a  s i^ i i f l e a n t  
impact on th e  Missoula cmmunity.
Before attem pting to  evaluate the  impact of th e  counseling serv ice  
on bankruptcy in  Missoula County, some prelim inary remarks must be made 
concerning th e  procedures employed. Data regarding personal bankruptcy 
a re  assembled and published by the A dm inistrative O ffice of the  United 
S ta te s  Court, bu t only on a  s ta te  b a s is . To obtain  the needed data  fo r  
Missoula County, a  oase-by-oase search o f the  fed e ra l court docket In 
B utte , Montana was necessary. Business bankruptcies were o f course 
e lim inated. But in  ad d itio n , those oases in  idiich the  p e ti t io n e r  in d i­
cated th a t  he was f i l in g  personal bankruptcy a s  a r e s u l t  o f  a  business 
f a i lu re  were excluded. This was done In  an attem pt to  make the data  
more re levan t f o r  the  purposes o f th is  study, since  the c re d it  counsel­
ing serv ice  i s  normally not involved with p rob lm s o f th is  type,
Ihe  number o f  personal bankruptcies (as defined in  th e  preceding 
paragraph) f i le d  each year in  Missoula County ftom I 965 th ro u ^  1970 i s  
læesented in  th e  f i r s t  column o f  Thble 2 on th e  follow ing page. With the  
exception o f 1968, the  number o f bankruptcies f i le d  each year has decreased 
s te a d ily  since I 965, In  order to  judge th e  s ign ificance  o f th i s  tre M , i t  
i s  appropria te  to  re la te  -toe number of bankruptcies f i le d  annually  in  the  
county to  s ^ e  o ther v a riab le s . Ihble 2 r e la te s  th e  number o f  bankruptcies
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TABIB 2
PERSONAL BANKROPTGIBS IN MISSOUIA COUNTY AS 
A PBRCBNTACæ OF PERSONAL BANKRUPTCIES FOR 
THE STATE AS A MHOIB (1965-1970)
Year
Personal Bankruptcies (a) As a  
Percentage 
o f  (b)In Missoula County In  the  S ta te  o f Montana^
(a) (b)
1965 86 572 15.0
1966 83 612 13.6
1967 77 659 11.7
1968 86 697 12.3
1969 76 952 8.0
1970 66 Not A vailable -------
Source I A dm inistrative O ffice o f th e  United S ta te s  Courts, Tables 
JiMateautoies, S t a t i s t i c s ,
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f i le d  in  th e  cotmty to  ihe  f i l ^  each year in  th e  s ta te  a s  a  whole.
The county fig u re  i s  expressed a s  a  percentage of the  s ta te  figure* This 
percentage shows a  downward trend  which i s  s im ila r hut more d ra m tic  
than the  trend  in  the  number o f hankruptcies f i le d  in  the county. The 
number o f hankrupteies in  the  s ta te  a s  a  whole has increased each year 
since  1965,  U nfortunately, t h i s  f ig u re  i s  not av a ilab le  fo r  1970. But 
the  f a c t  th a t  th e  number o f bankruptcies f i le d  in  th e  s ta te  has shown a  
steady Increase , along with th e  f a c t  th a t  the number of bankruptcies 
f i le d  in  toe  county dropped from 76 in  1969 to  66 in  1970, would in d ica te  
a strong  p ro b ab ility  th a t  th e  percentage fig u re  fo r  1970 may be consider­
ab ly  le s s  ttetn the  8,0 percent fo r  1969,
In Table 3 below, toe  number o f personal bankruptcies f i le d  in
TABIB 3
lERSONAL BAHKRUFTCISS PER THOUSAND RESIDENTS 
IN MISSOUIA COUNTY (1965-1970)
Personal Bankruptcies Population In Bankruptcies Per
Year In  Missoula County Missoula County Thousand Residents
1965 86 h7,30(f 1.82
1966 83 5 2 ,3 0 ^ 1.59
1967 77 52,90<f 
55,to o l
1.46
1968 86 1.56
1969 76 55,800® 1.36
1970 66 58,263° 1.13
^SourceI Montana S ta te  Board o f  H ealth, Annual S ta t i s t i c a l  Supule
bSource t Bureau o f  Business and Bcon<mio Research, U niversity  o f 
Montana, c it in g  U.S. Department o f Commerce, Bureau of 
to e  Census, (unpublished d a ta , September 30, 1971)*
^SourceI U.S. Department o f Commerce, Bureau o f the  Census, 1970 
Census o f  the  Population. Montam. Advanoe R esort.
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Missoula County i s  re la te d  to  population changes in  the  county. The best 
av a ilab le  estim ates show th a t  the  county 's population has increased each 
year since 1965* This means th a t  tak ing  population in to  account makes 
the  trend  in  the  numbw o f personal bankruptcies appear to  be decreasing 
a t  an even more rap id  r a te .  &mkruptoies per thotusand re s id en ts  have 
decreased a t  a  f a s te r  r a te  than the  a c tu a l number o f bankruptcies*
Unemployment i s  o ften  c ite d  a s  having weighty influence on bank­
ruptcy rates*  Table 4  examines th e  re la tio n sh ip  betwaœ bankruptcy and
TABIS 4
üHEMPIOÏMBirr BEHEPITS PAID IN MISSOUIA COUNTY 
(1965- 1970) -  COMPARISON NIIH PERSONAL 
BANKRUPTCIES PILED IN MISSOUIA COUNTY 
DURING THE SAME PERIOD
Personal Bankruptcies Unemployment B enefits
Year In  Missoula County Bald In Missoula County^
1965 86 $473,412
1966 83 328,154
1967 77 427,035
1968 86 356,594
1969 76 370,334
1970 66 642,873
Source I Employment S ecu rity  Commission of Montana, Montana labor 
Market. (1965-1970)*
unaaployment b e n e fits  paid to  ind iv iduals in  Missoula County* The use 
o f  unaaployment b e n e fits  paid a s  an in d ica to r o f dhanges in  unemployment 
has some d e f in ite  shortctmings* Certain important in d u s tr ie s  such as 
ag ricu ltiu re , the  ra i lro a d s , and government a re  excluded* A lso, some d is ­
to r tio n  may re s u l t  from the  fa c t  th a t  changes in  th e  amount of b e n e fits
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paid each year do not take in to  account e i th e r  population changea o r 
changes in  th e  le v e l o f b e n e fits  and may n o t, th e re fo re , n ecessa rily  
r e f le c t  equal (Ganges in  the  a c tu a l r a te  o f  unemployment. But a l th o u ^  
these  shortcomings e x is t ,  changes in  the  sunount o f unmnployment b e n efits  
paid should provide some in d ica tio n  of Hhether or not any s ig n if ic a n t 
changes have occurred in  the  r a te  o f unemployment in  the  county during 
the s ix -year period being considered. The fig u res  s e t  fo r th  in  Table 4 
show no c le a r  p a tte rn  in  re la tin g  changes in  b e n e fits  paid to  th e  trend  
in  personal bankruptcies# However, i t  i s  in te re s tin g  to  note th a t  in  
1968, the  only year in  which th e  number o f bankruptcies ro se , the  amount 
o f unemployment b e n e fits  paid was re la t iv e ly  low. A lso, in  1970 when the 
number o f  bankruptcies was a t  a  low fo r  the  s ix  years, the  amount o f 
b e n e fits  paid was a t  a  h igh. In  a d d itio n , the  amount o f b en e fits  paid 
has increased s te a d ily  since 1968, while the  number o f bankruptcies f i le d  
has s te a d ily  decreased. But perhaps the  most s ig n if ic a n t aspect o f  these  
fig u res  i s  th a t  they  f e l l  to  in d ica te  th a t  the  recen t decrease in  the 
number of personal bankruptcies has been accompanied by any large  reduc­
tio n  in  the uneaployment r a te  in  ■ttie county.
I t  i s  c le a r  th a t  the  number o f personal bankruptcies f i le d  annually  
in  Missoula County has decreased ra th e r  s te a d ily  since I 965, This decrease 
has not been due to  a  reduction  in  the  population o f the  county. On th e  
con trary , the  coun ty 's  population has increased each year since I 965.
Nor does the  decrease in  the  number of bankruptcies appear to  be the 
r e s u l t  o f  a  reduction  in  unemployment in  Hie county. Can th is  downwswi 
trend  in  bankruptcy be so le ly  a tt r ib u te d , th e re fo re , to  th e  impact o f 
the  Missoula c re d it  counseling serv ice? I t  probably would be Imprudent 
to  make such an argument. The impact o f the counseling serv ice  cannot be
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Iso la te d , and a  number o f o th er fa c to rs  may be con tribu ting  to  th i s  trw id . 
Among the p o s s ib i l i t ie s  a re  changes in  th e  a t t i tu d e s  o f lawyws in  the  
community regarding bankruptcy, the  increased a v a i la b i l i ty  o f c re d it  
counseling from o th er sources, and changes in  the  c o llec tio n  p rac tic e s  
o f  a rea  c re d ito rs . But the  c re d it counseling se rv ice  has undoubtedly been 
a  fa c to r , and in  view o f the amount of money re tu rned  to  c re d ito rs  as a 
r e s u l t  o f i t s  programs, i t  may w ell be th e  major fa c to r  underlying th is  
tren d ,
A reduction  in  bankruptcies has meant a  savings to  c re d ito rs  in  
Missoula County in  -Uie form of m a i le r  lo sses due to  unoollectable 
accounts. Table 5 d isp lays the  to ta l  amount o f  cred ito rs*  claim s in
TABIB 5
TOTàL CaSDITOBS* GIAIMS AUX3WBD ON BANKRUPTCY 
PETITIONS FIXED IN MISSOOU COUNTY 
(1965-1970)
Personal Bankruptcies T otal Claims Of C reditors
Year In Missoula County In  Missoula County^
1965 86 $513, 053.38
1966 83 429,969.57
1967 77 462,803.43
1968 86 507,682.00
1969 76 427,096.62
1970 66 418,619.20
^ h e s e  fig u res  were derived from the  same case-by-case search of 
court records which yielded th e  da ta  on the  number o f bankruptcies 
in  the  county,
peasonal bankruptcy proceedings during each year from I 965 through 1970. 
The t o t a l  amount o f debt claimed by c re d ito rs  in  each of these years 
follow s a t r œ d  s im ila r  to  th a t  fo r  the  number o f personal bankruptcies.
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In  1968 th e  amount claimed by cTOditors increased over the  amount claimed 
during each of the  two previous years. But since  1968 th e  amount claimed 
has decreased each year* In  1970 c re d ito rs  claimed $89,062.80 le s s  in  
c re d it  extended to  iM iv id u a ls  p e titio n in g  fo r  bankruptcy than they d id  
in  1968 and $9*^,434.18 le s s  than they  d id  in  I 965, Of course, c re d ito rs  
may not lo se  one hwidred percent o f what i s  owed them by bankruptcy p e t i ­
tio n e rs , bu t th e  percentage i s  h i^ «  Gases in  which the  p e ti t io n e r  has 
a sse ts  whose value i s  g rea te r than the  amount required to  pay fo r  le g a l 
fees and the  adm in istra tive  charges o f the  court a re  re la t iv e ly  r a r e .  In 
a sample o f  bankrupts who had p e titio n ed  fo r  bankruptcy in  Missoula County 
during the  yeaas I 968 th ro u ^  1970 (to  be discimsed sp e c if ic a lly  in  the  
next ch ap te r), not a  peniqr o f the  debt owed by the  bankrupts was ever 
disbursed to  th e i r  c re d ito rs . A reduction  in  the  amount o f debt owed 
by bankrupts in  th e  county i s  l ik e ly , th e re fo re , to  re s u lt  in  a  savings 
to  c re d ito rs  o f almost equal magnitude, th u s , the figures presented in  
Table 5 would seem to  ind ica te  th a t  while th e re  i s  no steady tren d , the  
lo sses  o f Missoula c re d ito rs  each year due to  bankruptcy have been con­
siderab ly  reduced since 1965*
Ih is  chapter has attem pted to  analyze th e  economic impact o f the 
Missoula c re d it  counseling serv ice  since  i t s  operations began in  I 966.
The an a ly sis  has been approached in  two ways, th e  f i r s t  dealing  with 
funds disbursed by c lie n ts  of the serv ice  to  th e i r  c re d ito rs , and the  
second with changes in  the  number o f bankruptcies f i le d  each year in  
the  county aM  in  amount o f debt claimed by c red ito rs  in  these  cases. 
% e find ings o f both approaches re in fo rce  each o th er as a n tic ip a te d . On 
the  one haM , Missoula c re d ito rs  have received over a h a lf-m illio n  d o lla rs  
from in iiv id u a ls  attem pting to  l iq u id a te  th e i r  debts th ro u ^  programs
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provided hy th e  oonoseling se rv ice . And i t  has Ijeen suggested th a t  th i s  
f ig u re  may he ra th e r  conservative a s  an estim ate o f  the  to ta l  impact o f 
the  serv ice  in  th is  regard . On th e  o th er band, th e re  a re  strong  indica­
tio n s  th a t  the  programs o f th e  counseling serv ice have been the  major 
fa c to r  underlying the  downward trend  in  the  number o f personal bank­
ru p tc ie s  f i le d  each year in  ihe  county, which in  tu rn  has meant substan­
t i a l  savings to  c re d ito rs . Taken to g e th e r, these find ings can only 
support a  conclusion th a t  the  consumer c re d it  counseling se rv ice  has 
indeed had an important impact on M issoula's economy.
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OHàPŒR IV
AN ANALYSIS OF THE POTENTIAL IMPACT OF THE CONSUMER 
CREDIT GOUIBELING SERVICE ON MISSOUIA'S ECONOMY
The an a ly sis  in  the preceding chapter leads to  a conclusion th a t 
th e  Missoula c re d it  counseling serv ice  has had an important impact on 
th e  a r e a 's  economy. A worthwhile extension of th a t  analysis  i s  to  attem pt 
to  evaluate the  p o ten tia l econ<mic impact of th e  serv ice  and co n trast 
th i s  p o te n tia l to  th e  a c tu a l impact o f i t s  p ast operations. To evaluate 
th i s  p o te n tia l i t  i s  necessary to  i n v e s t i ^ te  both the  debt s tru c tu re  
and repayment capacity  o f Missoula bankrupts a s  c^p a red  to  th a t  o f the 
c l ie n ts  o f the  counseling se rv ice .
A random sample was taken of the  bankruptcy cases f i le d  in  Missoula 
County between 1968 and 1970.^^ This sample, which was 25% o f the  cases, 
revealed q u ite  a  range in  th e  to ta l  amount o f  l i a b i l i t i e s  claimed by 
c re d ito rs  in  each case, Aom $1,186 to  $19,115. However, in  most oases 
th e  p e t i t io n e r 's  t o ta l  debt was between $2,000 and $6,000. The mean fo r  
th e  sample was $6,786. % e median was $5,470, A percentage breakdown of 
th e  amount o f l i a b i l i t i e s  claimed by c re d ito rs  in  th e  oases sampled is  
presented in  Table 6 which appears on the  following page.
In  examining an in d iv id u a l's  debt burden i t  i s  relevan t to  consider 
not only the  amount of debt he owes, but the  number o f c re d ito rs  to  whom 
he i s  obligated  a s  w ell. In  the  cases sampled, the  p e titio n e rs  had
^®Refer to  Appendix I ,  p . 42.
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UABILTTIES GUIMBD BY CiffiDITORS IN THE MISSOÜIA 
BANmiPTGY GASES SAMPIED
25
Total l i a b i l i t i e s
Number Of Gases In  
Each Gategory
Percentage In 
Each Category
$ 0 -  1,999 1 1.6
2,000 -  3,999 15 24.6
4,000 -  5,999 20 32.8
6,000 -  7,999 8 13.1
8,000 -  9,999 3 4.9
10,000 and over 14 23.0
T otal T T 100.0
from 6 to  66 c re d ito rs , with a  mean number of 25 and a median of 22. 
Table 7 shows the  percentage breakdown fo r  the  sample with regard to  th e
TABIE 7
NUMBER OP GRBDITOBS SUmiTTING GIAIMS IN THE 
MISSOUIA BANKRUPTCY CASES SAMPIED
Number Of Gases In
^Brror due to  rounding.
Percentage In
Number Of C reditors Bach Category Bach Category
0 - 9 3 4.9
10 -  19 21 34.4
20 -  29 21 34.4
30 -  39 6 9.8
4 0 - 4 9 7 11.5
50 and over 3 4 .9
Total 61 99. 9a
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nuaber o f  c r e d ito r s  each p e tit io n e r  had a t  th e  tim e he f i l e d  fo r  
bankruptcy.
B efore con sid erin g  how much income -Uie bankrupt^  p e tit io n e r s  in  
th e  sample had from which th ey  could attem pt to  repay th e ir  d e b ts, some 
exp lan ation  regarding th e  income data i s  n ecessary . On th e  forms 
which a  p e tit io n e r  must com plete in  f i l in g  fo r  bankruptcy, he i s  required  
to  s ta te  th e  income he rece iv ed  during th e  two years previous to  th e  
f i l in g  o f  h is  p e t it io n . But th ere are a number o f  fa c to r s  which d e tra c t 
from th e  c r e d ib ility  o f  th ese  f ig u r e s . F ir s t  o f  a l l ,  i t  i s  not sp e c i­
f ie d  on th e  form w hethw  o r  n ot th e  amount s ta te d  i s  to  rep resen t th e  
p e tit io n e r 's  g ro ss or n et incom e. In  th e  ca se s  sam pled, some o f  th e  
fig u r e s  a re  rounded to  th e  n ea rest hundred d o lla r s , w h ile othez% a re  ex ­
pressed  to  th e  penny. T his would seem to  in d ic a te  th a t some o f  th e  
p e tit io n e r s  s ta te d  a  gross fig u re  and some s ta te d  a  n et f ig u r e . Secondly, 
th ere  may be some inducement fo r  th e p e tit io n e r  to  un derstate h is  incom e. 
He may purposely seek  to  make h is  s itu a t io n  look  as d esperate a s  p o ss ib le  
in  th e hope th a t th e court w il l  grant him a  d isch a rg e. And th ir d ly , th e  
amounts d isc lo se d  on th e  forms may bear no r e la tio n sh ip  to  th e  p e ti­
t io n e r 's  income a t  any p o in t in  tim e a f te r  be has f i l e d  h is  p e t it io n . He 
may soon a f t e r  be f ir e d , r ec e iv e  a cu t in  pay, or even r e c e iv e  a  r a ise  
in  pay. But d e sp ite  th e  fa c t  th a t th ese  s ta te d  amounts may n ot be c<m- 
p le te ly  c r e d ib le , th ey  w p resen t th e  b e st a v a ila b le  estim ate o f  a  bank­
r u p t's  Income, They are su ita b le  fo r  th e  purpose o f  th is  stud y but th e ir  
lim ita tio n s  must be recogn ized .
As s ta te d  by th e p e tit io n e r s  in  th e  ca se s  sam pled, average m onthly 
incomes during th e two years preceding th e f i l in g  o f  a bankruptcy p e t it io n  
ranged frcm $83 to  $833* The mean income was $374 and th e median was $354.
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A breakdown o f th e  Incomes o f th e  s lx ty o n e  p e tit io n e r s  in  th e  sample i s  
provided in  Table 8 below .
TABIE 8
AVERA® MOBPHLY INCOME OP THE BANKRUPTS SAMPIED 
DURING THE THO YEARS IMMEDIATELY I%BGBDING 
PILING OP A BANKRUPTCY PETITK®
Average Monthly 
Income
Number Of Cases In  
Bach Category
Percentage In  
BAch Category
$ 0 - 1 9 9 9 14.8
200 -  399 26 42,6
400 -  599 18 29.5
600 -  799 5 8.2
800 -  999 3 4 .9
1000 and over 0 0,0
T otal ~ s r 100,0
In order to  ob ta in  comparable data fo r  th e  c lie n t s  o f  th e M issoula
c r e d it cou n selin g  s e r v ic e , a  judgement sample was taken from th e ir  program 
11f i l e s .  The sample shows th a t on th e average th e  c lie n t s  o f  -ttie coun­
s e lin g  se r v ic e  had debt problems which were le s s  sevei%  than th ose  o f  th e  
bankrupts sam pled. They had both sm aller d eb ts and few er c r e d ito r s .
There was a  much g rea ter  percentage o f th e  cou n selin g  s e r v ic e 's  c lie n ts  
who had d eb ts o f  le s s  than $6 ,000 than was tru e  fo r  th e  bankrupts who 
were sam pled. A lso , th ere  *»s a  con sid erab ly  sm aller percentage o f  th e  
c lie n t s  who had d eb ts to ta lin g  $10,000 or more. T heir mean debt was 
$4,237* "Hie median was $3,653* These compare r e sp e c tiv e ly  to  th e  $6,786 
and $5,470 fig u r e s  s e t  fo r th  above tea: th e  bankrupts. Table 9 shows th e
11Refer to  Appendix I I ,  p . 44.
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percentages o f the  c l ie n ts  sampled th a t f a l l  in to  each o f the  various 
debt categories* For ease o f comparison, the  respec tive  percentages fo r  
th e  sample of bankrupts a re  a lso  shown.
TABIE 9
GIŒTS OF THE CONSUMER CREDIT COUNSELING 
SERVICE OF MISSOUIA -  AMOUNT OF DEBT 
IN CASES SAMPLED
T otal
l i a b i l i t i e s
Number Of 
Cases In  Ea<di 
Category
Percentage 
Of Cases In  
Bach Category
% Of Missoula 
Bankrupts In 
Each Debt Category
; 0 -  1,999 16 16.8
2,000 -  3.999 39 41.1
4,000 -  5*999 22 23.2
6,000 -  7,999 10 10.1
8,000 -  9,999 6 6.3
10,000 aM  over 2 2.2
T otal 99.T&
^E rror due to  rounding*
1.6
24.6
32.8
13.1
4 .9
23.0
100.0
The average c l ie n t  o f the  counseling serv ice  a lso  had considerably 
fewer c re d ito rs  as ctmpared to  the  average from th e  sample o f bankrupts. 
Their mean number of c re d ito rs  was 14. The median was I3 .  The sample 
o f bankrupts, on the  o th e r hand, had a  mean o f 25 and a  median o f 22.
Table 10 on th e  follow ing page breaks down the  sample of c lie n ts  according 
to  th e  number o f c re d ito rs  each bad, A # in , th e  respec tive  fig u res  
derived from the  sample o f bankrupts a re  a lso  shown.
In  add ition  to  having sm aller debts on the  average and fewer cred­
i to r s ,  the  c l ie n ts  of Idie counseling serv ice  a lso  had average monthly 
incomes which were considerably la rg e r  than those o f the bankrupts,
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TABIS 10
NUMBER OP CRSDITOIS TO WHOM CLIENTS OF THE MISSOUIA 
CONSUMER CREDIT COUNSELING SERVICE ARE INimiED
Number Of 
C reditors
Number Of 
cases In Each 
Category
Peroœ tage 
Of Oases In  
Each Category
% Of Missoula 
Bankrupts In  
Bach Category
0 - 9 22 23.2 4 .9
10 -  19 57 60.0 34.4
20 -  29 16 16.8 34.4
30 -  39 0 0.0 9.8
ho -  49 0 0.0 11.5
50 and over 0 0.0 4 .9
T otal 95 100.oa 99.9»
®Bcror dtie to  roxmding.
according to  the  r e s u l ts  o f the two samples. % e mean and median incomes 
fo r  the  eU-ents sampled were $4?6 and $4$0 resp ec tiv e ly , as compared to  
$374 and $354 fo r  the  sample of bankrupts. As w ith the bankrupts, the  
c l ie n ts  o f  the  counseling serv ice  may have been motivated to  understate  
th e i r  incomes. By doing so a  c l ie n t  might succeed in  m aintaining some 
d isc re tio n a ry  income should th e  counselor p lace him on a t l # i t l y  budgeted 
repayment program. The forms th a t  the  counselor completes fo r  each o f 
the  s e rv ic e 's  c l ie n ts  specify  th a t  the  income recorded i s  to  be a  ne t 
f ig u re . But on sm e  o f the  bankruptcy p e ti t io n s , a s  noted above, some of 
th e  p e tit io n e rs  s ta te d  a  gross f ig u re . So th e re  i s  not p e rfec t compar­
a b i l i ty  between the  two s e ts  o f d a ta . However, in  view o f th e  s iz e  o f 
the  incomes involved, any d is to r tio n  caused by the d ifferences between 
gross and n e t income in  stme o f the  cases sampled should not be enough to  
in v a lid a te  th e  r e s u l ts  o f the  an a ly s is . Table 11 on the follow ing page
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d isp lays the  nimher and percentage o f c l ie n ts  who f a l l  in to  the  e s ta ­
b lish ed  income catego ries . Also shown a re  the  percentage f ig u re s  frcm 
the  sample o f bankrupts* About th e  same percentage of cases in  each 
sample had incomes of le s s  than $600. But a  much la rg e r percentage of 
th e  bankrupts f a l l  in  the  under $400 category.
TABIE 11
AVERAGE MOOTHLY INCOME OP THE CLIENTS SAMPIED AT THE 
TIME THEY INITIATED A REIAYMENT PROGRAM 
THROUGH THE COUNSELING SERVICE
Average 
Monthly Income
Number Of 
Cases In Each 
Category
Percentage 
Of Oases In 
Bach Category
% Of Missoula 
Bankrupts Sampled 
In  Bach Category
$ 0 - 1 9 9
200 -  399 
400 -  599 
600 -  799 
800 -  999 
1000 and over
T otal
1
23
54
14
2
1
■95"
1.1
24,2
56.8
14,7
2.1
1.1
lOO.b
14.8
42,6
29.5
8,2
4 .9
0,0
100,0
The inform ation drawn from these  samples i s  not s t a r t l in g .  The 
M nkrupts sampled could be expected to  have more serious debt problems 
and sm aller incomes than the  c lie n ts  o f the  c re d it  txjunseling se rv ice . 
The counseling serv ice  can be o f no d ire c t  a ss is ta n ce  to  severely  in ­
debted ind iv iduals o r debtors who have no margin o f  income over and 
above necessary e ^ n s e s  with which they could attem pt to  repay th e i r  
c re d ito rs . And the  sample taken from the  case f i l e s  of the  counseling 
serv ice  included only those ind iv idua ls  who had a c tu a lly  been placed on 
repayment programs. A lso, s tu d ies  have shown th a t  during th e  months
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la a e d la te ly  preceding th e  f i l in g  o f bankruptcy an ind iv idual not only
continues to  accumulate debt but accumulates i t  a t  a* 'in c r^ sin g ly  f a s te r
rate*  This in d ica te s  th a t  many people on the road to  bankruptcy f h i l
to  recognize warnings o f impending f in a n c ia l d is a s te r  o r to  heed these
l2warnings i f  they a re  recognized* The c l ie n ts  o f the  counseling s e r ­
v ic e , on the o ther hand, a re  p roh ib ited  from accumulating a d d itio n a l 
debt once they have been placed on a  repayment pwgrwa* So i t  i s  not 
su rp ris in g  th a t on the  average the  bankrupts were more heavily  iM ebted 
than th e  p a rtic ip a n ts  in  these  programs.
However, i f  the  bankruptcy cases sampled a re  not averaged, but 
ra th e r  considered separa te ly  in  terms o f the  amount of debt involved in  
each case a s  i t  r e la te s  to  the  p e t i t io n e r 's  incane a t  the  time the  p e ti­
t io n  was f i le d ,  how marqr o f these ind iv idua ls a c tu a lly  had the capacity  
to  repay th e i r  c red ito rs?  To answer th is  question an examination o f the  
repayment schedules designed f o r  the  c lie n ts  o f the  counseling serv ice  
sampled i s  required* Both the  percentage o f income contributed towards 
the  repayment of c re d ito rs  each month and the number of months over 
which the  repayment program i s  to  operate can be derived from these  
schedules* This inform ation can then be re la te d  to  the  data  obtained 
from th e  sample o f  bankrupts in  an a tto n p t to  evaluate th e i r  repayment 
capacity .
The s iz e  o f the  monthly con tribu tion  made by c lie n ts  o f the  coun­
se lin g  serv ice  toward th e  liq u id a tio n  o f th e i r  debt varied  from 13 to  
63 percent of th e i r  monthly n e t income* Both th e  mean and median fo r  the 
sample were t h i r ty  percen t. In Table 12 on the  follow ing page, a
12Robert Dolphin, J r . ,  An Analysis o f Economie and Personal Fac­
to r s  Leading to  Consumer Bankruptcy -  Occasional % ner Ho* 19. Bureau 
o f  Business and Economic Research (ffiist la n s ii^ ,  Michigan: Michigan 
S ta te  U niversity , 1965), p* 95»
Reproduced with permission o f the copyright owner. Further reproduction prohibited w ithout permission.
32
'brealcdoim of th e  sample i s  presented according to  the  percentage of 
monthly income disbursed to  c re d ito rs  in  each case*
lABIS 12
M08THLT OONTRIBUHON TO GBEDITOBS BY CIMTS OP THE MISSOUIA 
GGC3S AS A EBHGBNTAGB OF MONTHLY NET INCOME
Percentage Of
Monthly Ino<me Number Of Cases Percentage Of
Rtid To C reditors In Bach Group Gases In  Bach Group
0 - 9 0 0,0
10 -  19 13 13.7
20 -  29 34 35.8
30 -  39 34 35.8
4 0 - 4 9 10 10,5
50 and over 4 4 ,2
T otal 93 100.0
The s iz e  of the  monthly con tribu tion  a  debtor can make a s  payment 
to  h is  c re d ito rs  i s  determined by th e  s iz e  o f h is  income in  excess o f h is  
expenses fo r  necessities*  As a  r e s u l t ,  any fa c to r  which can influence 
e i th e r  the  s iz e  o f h is  income o r the  amount o f h is  expenditures becomes 
sig n ifican t*  Such th ings as changes in  employment, number o f dependents, 
o r  the  presence o f large medical b i l l s  a re  among the  more obvious of 
these  factors*  For the  purposes o f th is  a n a ly s is , fac to rs  of t h i s  type 
a re  considered as unknowm because of a  lack  o f information* Therefore, 
in  attem pting to  r e la te  the  data  concerning the  repayment o f c re d ito rs  
by c l ie n ts  of the  counseling serv ice  to  the  data from the  sample of 
bankrupts, absolu te  numerical values cannot be ju s t i f ie d .  Rather, a  
range of values must be specified*
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The one variah le  lA ld i can be taken In to  account in  specifying 
th i s  range o f percentages i s  the  s iz e  o f a  c l i e n t 's  income a s  s ta te d  on 
th e  counseling serv ice  forms. To t e s t  tdiether o r not the s iz e  o f a  
c l i e n t 's  inom e has any e ffe c t on th e  amount he can a ffo rd  to  pay to  h is  
c re d ito rs  each month, the  cases sampled wœe arranged in  order according 
to  income. The sample was then  halved, and the  lower and upper halves 
were compared in  terms o f th e  percentage of monthly income paid to  cred­
i t o r s .  The re s u l ts  a re  d isplayed in  Table 13*
TABIE 13
THE PEHGBNmGE OF INCOME DISBURSED 
MONTHLY TO CREDITORS
(a CompMdson o f  th e  Upper and Lower H alves o f  th e  
C ounseling S erv ice  Gases Sampled, Ordered 
A ccording to  th e  S iz e  o f  th e  C lie n t's  Income)
Monthly 
Contribution to  
C red ito rs as a  
Percentage o f 
Income
Number o f  Cases 
In  Each Group
Percentage of Gases 
In  Each Group
Lower ifeilf Upper Half Lower I& lf Upper Half
0 — 4 0 0 0.0 0.0
5 -  9 0 0 0.0 0.0
10 -  14 3 1 6 .3 2.1
15 -  19 7 2 14.6 4 .3
20 -  24 9 6 18.8 12.8
25 -  29 11 8 22.9 17.0
3 0 - 3 4 10 10 20,8 21,3
35 -  39 4 10 8.3 21.3
4 0 - 4 4 2 3 4 .2 6.4
45 -  49 1 4 2.1 8,5
50 and over 1 3 2.1 6 .4
Total 48 47 100,1* 160. 1*
^Error due to  rounding*
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C learly , in  th e  oases sampled th e  s ize  o f a c l i e n t 's  income d id  in f lu ­
ence the  percentage of th a t income he was ab le  to  pay out to  h is  
c re d ito rs .
Thus, in  o rder to  insure th a t  the  percentaiges used a re  not overly 
o p tim is tic , th e  lower-ineome h a lf  of the  cases sampled w ill  be used in  
specifying the  range to  be app lied  to  th e  data  derived from the  bank­
ruptcy sample. % e bankrupts, i t  must be rem«&bered, d id  have incomes 
which were on th e  average considerably sm aller than those o f the  coun­
se lin g  s e rv ic e 's  c l ie n ts .  In  f a c t ,  th e  average income in  th e  bankruptcy 
sample i s  approximately the  same as th a t  fo r  th e  lower-income h a lf  o f the 
c l ie n t  sample. Referring again to  Ikb le  1 ) , i t  <an be se%  th a t  over 
80 percent o f th e  ind iv iduals in  th e  lower h a lf  of the  sample contributed  
between 15 and 35 percent of th e i r  monthly incomes to  the  repayment o f 
th e i r  d eb ts , % ls ,  th e re fo re , w ill  be the  range to  be u t i l iz e d .
There i s  one o ther fa c to r  to  be sp ec ified  before proceeding, and
th a t  i s  th e  number o f months i t  i s  f u s i b l e  fo r  a  repayment program to
operate . Over 86 percent of th e  counseling serv ice  programs were designed
to  liq u id a te  a  c l i e n t 's  debt in  42 months or le s s . A program of much
g rea te r leng th , i t  i s  f e l t ,  has a  much g re a te r  chance o f f a i lu re  and i s  
13discouraged. ^ For s im ila r reasons, th e  Bankruptcy Act s e ts  a  th ree -y ea r 
l im it on repayment programs in i t ia te d  under Chapter X III, A forty-tw o 
month time c o n s tra in t, th e re fo re , i s  reasonable in  judging whether o r  not 
a repayment program i s  lik e ly  to  succeed.
I t  i s  now possib le  to  a tta a p t  an answer to  the  question posed ear­
l i e r .  How many o f the  bankrupts sampled a c tu a lly  had the  capacity  to
^ • ^ r l  Slack (counselor), an in terview  held a t  the  o ff ice  o f the  
Consumer C redit Counseling Service o f M issoula, Missoula, Montana, October, 
1971.
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repay th e i r  debts? I f  a  bankrupt's average monthly income i s  m ultip lied  
by a percentage figu re  rep resen ting  th a t  portion  o f  h is  income he i s  
ab le  to  s e t  a s id e  each month fo r  the  repayment of h is  c re d ito rs , and the  
re s u ltin g  maount i s  divided in to  h is  to ta l  deb t, the  number o f months i t  
would take to  repay h is  debt can be ca lcu la ted . This has been done 
th ree  tim es fo r  each o f the  cases sampled* once assuming 15 percent of 
th e  bankrupt's income i s  app lied  to  th e  inpayment o f h is  d eb t, a  second 
time assuming 25 percent o f h is  income i s  s e t  a sid e  fo r  th is  purpose, 
and a  th ird  time assuming 35 percent i s  se t  a s id e . The r e s u l ts  o f these 
computations a re  summarized in  Table 14. Subject to  th e  42-month time 
co n s tra in t regarding th e  duration  of a repayment program (ind icated  by 
th e  h o rizo n ta l double l in e  d iv id ing  the  ta b le ) ,  th e  tab le  shows th a t 
anywhere from about ? percent to  nearly  48 percent o f the bankrupts 
sampled did have the capacity  to  repay a l l  o f th e i r  deb ts. The 7 percent 
fig u re  rep resen ts  a conservative estim ate . The 48 percent f ig u re , on 
the  o ther hand, i s  ra th e r  o p tim is tic . The cen ter column in d ic a te s  th a t 
i f  a  midpoint fig u re  o f 25 percent i s  app lied , about a  th ird  o f the  
bankrupts could have elim inated th e i r  debts over a period o f th ree  and 
a  h a lf  years o r  le s s .
These re s u l ts  a re  mucdi l ik e  those obtained in  a  number o f o ther 
s tu d ie s . Robert Dolphin found in  a study o f  bankrupts in  "ttie F l in t ,  
Michigan area  th a t ,  allowing fo r  an adequate standard o f liv in g  in  one 
case and a comfortable le v e l  in  a n o th ^  case, between 28 aM  49 percMit
o f the  bankrupts could have repaid  th e i r  debts in  f u l l  w ithin ih ree
14years. AM s im ila rly , in  a  study of personal bankrupts in  S e a tt le , 
Washington, John Brosky estim ates th a t  between 18 aM  56 percent of the
14Dolphin, Bconomic aM  Personal îb-ctors leading to  Bankruptcy.
p. 107.
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cases he sampled had the  capacity  to  solve th e i r  deb t problwis through
1 Ç
means o ther than banlaruptcy# There a re  undoubtedly d ifferences between 
the  methodologies employed in  these  s tu d ies  and th a t  used in  th is  paper. 
A lso, th e re  may be some c h a ra c te r is tic s  o f the  populations sampled in  
these  s tu d ies  which d i f f e r  su b s ta n tia lly  from -the c h a ra c te r is tic s  o f 
bankrupts in  Missoula County. But in  general, the  find ings o f these  
s tu d ie s  do re in fo rce  the  r e s u l ts  o f th is  an a ly s is .
The primary ob jec tive  o f th is  chapter has been to  evaluate the  
p o te n tia l  economic impact o f th e  Missoula c re d it counseling se rv ice . I t  
has been shown th a t  a  considerable percentage of the  bankrupts sampled 
had th e  tatpacity fo r  repaying th e i r  c re d ito rs . Of course having the  
capacity  fo r  repayment, and having the d es ire  to  do so and (o r) the  
knowledge o f  how to  attem pt i t  a re  not th e  same th in g . But i t  can be 
estim ated from th e  f i id in g s  above th a t  up to  a  th ird  of those f i l i n g  
bankiruptcy In Missoula during th is  period would have been strong pros­
pects fo r  a  repayment program supervised by the counseling serv ice  
which would have enabled them to  s a t is fy  a l l  o f  th e i r  debt o b l i^ t io n s .  
And f o r  another 15 percent of these cases, such a repayment program may 
have been worthy o f consideration .
Thus, a ltb ou ^  the counseling service has been judged to  have had 
an important impact on M issoula's economy, i t  appears that the p otentia l 
does e x is t for  i t s  programs to  have a much greater impact, Furthermore, 
i t  must be kept in  mind that many o f the bankrupts sampled in  th is  study 
who lacked the capacity to  pay th e ir  creditors a t the time they f ile d  
th e ir  p etitio n s may lave been able to  avoid that a ltern ative had they
John J .  Brosky, A Study of Personal Bankruotev in  the  S e a ttle  
M etropolitan Area (S e a ttle , Washingtoni The R e ta il OreditoM Associa­
t io n  o f S e a tt le , 1 ^ 5 ) .  P» $1.
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teen  given proper guidance while th e i r  debt problems were le s s  severe .
The a c tu a l p o te n tia l impact o f ihe  counseling se rv ice  may th e re fo re  be 
much la rg e r  than th e  estim ates a r is in g  out o f the  an a ly sis  in  th i s  chap­
t e r  would imply.
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QHMTER V
OONOIUSIONS AND RBGOHHSNmTIONS
Thwe a re  th ree  fundamental conclusions th a t can be made on the  
b a s is  of th i s  study. The f ia ^ t  i s  th a t  from a  s t r i c t l y  economic po in t 
o f  view, bankruptcy does not a ffo rd  an adequate so lu tion  in  many cases 
to  th e  problem of pmrsonal over-indebtedness in  the  Missoula a re a . The 
lo sses  to  Missoula c re d ito rs  re s u ltin g  f r m  bankruptcy have been ^own 
to  be su b s ta n tia l. And in  a  considerable number of cases an ind iv idua l 
tu rn ing  to  bankruptcy i s  not lim ited  to  th is  course of ac tio n  as the 
so le  a lte rn a tiv e  to  h is  f in a n c ia l  ^:x)blm s.
Ihe second conclusion i s  th a t  th e  Consumer  Credit Counseling Ser- 
v ice  o f Missoula heua had an i #por1#nt impact on the a re a 's  economy since 
i t s  operations began in  1 ^ .  I t  has been a  major fh c to r in  reducing 
bankruptcies in  Missoula County which in  tu rn  has meant a  savings to  
c re d ito rs  in  the  community. In  a d d itio n , i t s  programs provide a  mechanism 
by which c l ie n ts  of the  se rv ice  can make steady monthly payments toward 
the  liq u id a tio n  o f th e i r  d eb ts ,
% e th ird  conclusion i s  th a t  although i t s  impact has been important 
during the  past s ix  years, th e  p o te n tia l  e x is ts  fo r  the  counseling serv ice  
to  have a  much g rea te r  impact on M issoula's econonqr. I t  has been e s t i ­
mated th a t up to  a  th ird  o f th e  ind iv iduals f i l in g  fo r  bankruptcy in  
Missoula County might have had a  good chance o f success i f  placed on a 
repayment program supervised by the  counseling se rv ice . In  another 
f i f te e n  percent o f the  cases , the  debtor m l#it have bad some chance of
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success with such a program. Also, i t  has been pointed out I jia t these  
f ig u res  l ik e ly  understate  the  tru e  p o te n tia l impact of the  counseling 
se rv ice , because many o f th e  bankrupts lAo do not have the  a b i l i ty  to  re ­
pay H ie ir debts a t  the  time they  f i l e  fo r  bankruptcy m l^it have been ab le  
to  do so had they received sp ec ia l guidsmce a t  an e a r l ie r  s tag e .
Any recommendations to  be made on the b a s is  o f th is  study st@a 
from th e  th ird  conclusion. There can be l i t t l e  doubt ih a t  the  counseling 
serv ice  has been of g rea t b e n e fit to  the  health  o f K issou ia 's  economy, 
not only in  generating funds fo r  c re d ito rs , but in  helping th e  ind iv idua l 
with debt problems become a  more s ta b le  economic u n it  w ithin th e  com­
munity. And the  fa c t  th a t  i t  has the  p o te n tia l f o r  being o f even 
g re a te r  b e n e fit to  th e  community poses a  re a l  challenge to  proponents o f 
the  counseling se rv ice .
To deal more e ffe c tiv e ly  with th e  immediate problem o f reducing 
th e  number of bankruptcies in  -the county, a much g rea te r  e f f o r t  to  inform 
the  public  of the  programs offered  by the  counseling serv ice  i s  neces­
sa ry . There a re  undoubtedly many who a re  in  se rious need o f  counseling 
regarding th e i r  debt problems, but who have no knowledge o f e i th e r  the 
a v a i la b i l i ty  o f the  counseling serv ice  o r th e  type o f a ss is tan ce  i t  can 
provide. However, i t  i s  a lso  conceivable th a t  some ind iv iduals have 
fa i le d  to  a v a il  themselves o f the  counseling serv ice  simply beoatme they 
lack  th e  desire  to  attem pt the  repayment o f th e i r  deb ts. This i s  a pro­
blem which cannot be d e a lt  with e ffe c tiv e ly  on th e  lo ca l le v e l.  To deny 
a  r e t r e a t  in to  bankruptcy to  those who have the  a b i l i ty  to  repay th e i r  
debts bu t lack the  d e s jj»  to  do so would requ ire  an amendment to  the  
Bankruptcy Act. This im plies th a t  e f fo r ts  to  encourage debtors o f th is  
type to  p a r tic ip a te  in  a  repayment program adm inistered by a  consumer
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c re d it  counseling se rv ice  should be focused p rim arily  a t  th e  n a tio n a l 
le v e l.
Although reducing the number o f bankruptcies in  the county i s  
Im portant, bankruptcy i t s e l f  I s  only th e  most v is ib le  aspect o f the  much 
more widespread $ox)blem of excessive deb t. In the long run , th e  coun­
se lin g  se rv ice  should provide a  f u l l  range of se rv ices , from educational 
and counseling programs aimed a t  preventing personal debt problems, to  
remedial programs to  a c tu a lly  a s s i s t  a  debtor in  repaying h is  c re d ito rs .
The counseling serv ice  cannot hope to  carry  a l l  of th is  burden alone.
I t  should attem pt to  stim ula te  schools, labor groups, aM  o th er concerned 
organizations to  help  in  developing and operating  th i s  wide range of 
programs.
A s in g le , broadly s ta te d  recommendation can therefo re  be made on 
th e  b asis  o f th is  study: th e  operations o f th e  Consumer C redit Coun­
se lin g  Service o f Missoula should be expanded to  enable i t  to  f u l f i l l  
i t s  p o te n tia lly  g rea te r  ro le  in  the  Missoula community. I t s  e f fo r ts  to  
provide rem edial and re h a b ili ta t iv e  programs to  help fam ilies with serious 
debt p rob lm s should be in te n s if ie d , and new educational and counseling 
programs aimed a t  preventing such probl®as should be developed. This 
recommendation i s  o ffered  recognizing th e  f a c t  th a t  the mere suggestion 
o f expanding ■üae counseling serv ice  b rings fo r th  a whole new s e t  of 
questions which have y e t to  be examined. These involve such fa c to rs  a s  
ad d itio n a l personnel, new promotional schemes, and perhaps most impor­
ta n tly  the  need fo r  inczm sed f in a n c ia l support. These questions must be 
d e a lt  with i f  the  above recommendation i s  to  be ac ted  upon, but th e i r  
sp e c ific  consideration  i s  beyond the  scope o f th is  study. They would., 
however, provide in te re s tin g  sub jec t m atter fo r  fu rth e r  research  concerning 
the  counseling se rv ice .
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APŒNDIX I
The design of the  xaMom sample o f  hankrupts fkom Missoula County 
was d ic ta te d  to  a  large  exten t hy the  record-keeping procedures of 
th e  c le rk  of cou rt. The a c tu a l ease f i l e s  were only av a ilab le  fo r  the 
y w rs  1968 through 1970, The f i l e s  a re  indexed by year according to  
the  order in  idiich they a re  f i le d .  The f i l e s  a re  not segregated by 
county. An inspection  o f the cou rt docket sheets was necessary to  d e te r­
mine which o f the  cases f i le d  during th a t  period were f i le d  by res id en ts  
o f  Missoula County, Bach of these  f i l e  references was then numbered 
consecutively and a  tab le  of random numbers was u t i l iz e d  to  ob tain  a 
random sample, A tw enty-five percent sample was o rig in a lly  taken from 
th is  population. But sulœequently due to  some d e fin itio n a l Changes » 
some cases were elim inated from th e  population. The re s u l t  has been 
th a t  the  sample o f sixty-one cases now rep resen ts  a somewhat g re a te r  
IHPoportion o f the population than the  intended tw enty-five percen t.
The data obtained in  the  sample were taken from the p e ti t io n e r s ' 
"Statement o f A ffa irs"  which i s  a ttached  to  the  bankruptcy p e ti t io n  in  
each f i l s .  I f  a  bankrupt was m arried and the income and (or)  l i a b i l i t y  
f ig u re s  fo r  h is  wife were s ta te d  sep a ra te ly , these fig u res  were 
combined. A lso, i f  a  man and h is  wife both f i l e  fo r  bankruptcy 
each i s  given a case number. Where th is  occured in  the  eases sampled, 
the  two cases were tre a te d  a s  one to  avoid the  double counting of 
incm es amd l i a b i l i t i e s .  F in a lly , i t  should be noted th a t in  compiling 
the  to ta l  debt ob liga tions o f  the  p e tit io n e r  in  each case, any mortgages
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on e ith e r  a  house o r mobile home were excluded* This was to  insure  th a t  
th e  debt fig u res derived from th is  sample would be comparable to  those 
frtwn a sample o f th e  program f i l e s  o f the  counseling serv ice  Wiich 
was a lso  planned. The counselor t r e a ts  any house or t r a i l e r  payments 
a s a  fixed  liv in g  expense fo r  h is  c l ie n ts .
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APPENDIX I I
The design fo r  sampling the  program f i l e s  o f the  Consumer 
C redit Counseling Service of Missoula uas determined la rg e ly  by 
the  a v a i la b i l i ty  o f records and the  way in  which they a re  m aintained.
Since i t  was d i f f ic u l t  to  obtain  the  desired  inform ation from programs 
a c tiv a te d  p r io r  to  the  recen t change in  counselors, th e  s a is ie  was 
lim ited  to  programs opm ating a t  the  time the  sample was to  be taken.
These numbered n in e ty -fiv e . Because the  method o f f i l in g  these programs 
enabled them to  be seunpled ra th e r  e a s ily , th e  e n tire  population was s tud ied .
The forms prepared by th e  counselor to  summarize th e  f in a n c ia l 
a f f a i r s  o f eadi c l ie n t  were used to  obtain the needed da ta . In many 
cases, th e  o rig in a l schedules bad been amended to  r e f le c t  changes in  
the  c l i e n t 's  income o r the  amount o f h is  d eb t. But these ameMments 
were not recorded. Figures rep resen ta tiv e  o f the  c l i e n t 's  f in a n c ia l 
condition a t  the time he made the  decision to  undertake a repayment pro­
gram were necessary so a s  not to  d e tra c t fxoa the caap arab ility  of 
the  sample with the  sample o f Missoula bankrupts.
As with th e  bankrupts, i f  a  c l ie n t  o f the  counseling serv ice  
i» s  m arried, both the  income and debts o f h is  w ife, i f  s ta te d  separ­
a te ly ,  were combined with h is  own. A lso, the  amount o f a c l i e n t 's  
debt a s  s ta te d  on these forms does not include a  mortgage on a  house 
o r mobile home. These payments a re  tre a te d  a s  fixed  liv in g  expenses.
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